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COMPTROLLER OF THE CURRENCY
New capital adequacy rules requiring all national and state non-member banks to main
tain total capital ratios of 6 percent, 5 1/2percent of which must be in primary
capital have recently been released by the OCC (see the 3/14/85 Fed. Reg., pp. 1020719). The rules also define primary capital to include, common and perpetual prefer
red stock; capital surplus, undivided profits; capital reserves; some mandatory
convertible debt; minority interests in consolidated subsidiaries; net worth certi
ficates; and the allowance for loan and lease losses. All intangible assets except
purchased mortgage servicing rights will be deducted from primary capital. Second
ary capital has been defined to include only subordinated notes and debentures and
limited life preferred stock. The total of these instruments is limited to 50 per
cent of primary capital. Additionally, the final rules outline steps for issuing
directives to enforce a specific bank's required capital levels. If the rules of
the directive are violated, the bank can be subject to agency enforcement action
and officers of the bank may be subject to civil money penalties. The FDIC is ex
pected to submit similar regulations in the near future. The rules will become
effective 4/15/85. For further information contact Susan K. Fetner at 202/447-1164.

GENERAL ACCOUNTING OFFICE
"Managing the Cost of Government; Building an Effective Financial Management Structure"
is the title of Volume I, a "major issues" report recently issued by the U.S. Gen
eral Accounting Office (GAO). According to the report, GAO/ABMD 85-35, "the short
comings of the present federal financial management system are numerous and welldocumented. This report emphasizes five problem areas that demonstrate dramatically
our need to overhaul the system": lack of cost information; lack of reliable infor
mation on weapons systems; inadequate disclosure of costs and liabilities; unstruc
tured planning for capital investment, and antiquated financial management systems.
Four key elements of reform according to the GAO include, improved planning and
programming; streamlined budget process, and a systematic measurement of performance.
In the reform area described as "strengthened accounting, auditing, and reporting",
the GAO stated that "effective financial management must start with complete, relia
ble, consistent and timely information. Government financial systems must be design
ed to produce that information. Routine and special reports must be timely, useful
and readily understandable, and the reliability of the information must be assured
through effective auditing." Comptroller General Charles A. Bowsher summarized by
stating, "The potential benefits are substantial, but only if these efforts are
part of a coordinated strategy of reform. This will require a sustained c o mmitment
over a number of years from both Congress and the executive branch. The basis for
successful reform might best be established through a series of congressional hear
ings resulting in a bill or resolution setting forth the scope, objectives, leader
ship and timetable for the overall effort."

SECURITIES AND EXCHANGE COMMISSION
Charles L. Marinaccio, an SEC Commissioner who was appointed last year by President
Reagan to fill the remainder of a term expiring on 6/5/85, has decided not to seek
reappointment for a full five year term. Prior to his service with the SEC, Mr.
Marinaccio compiled a public service record which included work as a trial attorney
for the Criminal Division, Department of Justice (1963-65), for the Antitrust Divi
sion, Department of Justice (1965-69), Senior Attorney at the Federal Reserve Board
(1969-73), Director, Executive Secretariat, Law Enforcement Assistance Administra
tion (1973-75), and from 1975-84, alternately serving as Majority Counsel and then
Minority Counsel, Senate Banking C o mmittee. Mr. Marinaccio has expressed his inten
tion to seek employment in the private sector. Mr. Marinaccio's announcement fol
lows a recent announcement by SEC Commissioner James C. Treadway, Jr. to resign
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this Spring. The current term of SBC Chairman John S.R. Shad expires on 6/5/86.
Commissioner Charles C. Cox's term will expire on 6/5/88 and the term of Commissioner
Aulana L. Peters will expire on 6/5/89. Mr. Marinaccio filled the unexpired term
of former Commissioner Barbara S. Thomas.

TREASURY, DEPARTMENT OF
Final regulations concerning mortgage subsidy bonds will clarify whether public
notices published before 1/1/85 or public hearings held before 1/1/85, "substant
ially satisfy" the requirements of section 103A(j) (5) of the Internal Revenue Code
and section 1031-2(1) of the temporary regulations, according to a recent release
from the IRS. Under section 103A of the Code, state and local governments may
issue qualified mortgage bonds to provide owner financing of single-family residen
ces. Interest on these bonds is tax exempt. Section 103A(j) (5) provides that in
order to issue qualified mortgage bonds the applicable elected representative of the
governmental unit must annually hold a public hearing following reasonable public
notice and then must publish an annual policy statement. Section 6a.lO3A-2(l) of
temporary regulations published 12/12/84, sets forth requirements for the public
notice and public hearing and says that the notice and hearing will be treated as
meeting these requirements if the issuer substantially satisfies them. The final
regulations, according to the IRS, will clarify that a notice published before 1/1/85,
that is reasonably designed to tell residents of the area about the public hearing
will not fail to substantially satisfy the requirements of the temporary regulations
merely because the notice either does not state how copies of the proposed policy
statement may be obtained or does not describe the proposed policy statement. Fur
ther, a public hearing held before 1/1/85 will not fail to substantially satisfy
the requirements of the temporary regulations merely because the proposed policy
statement was not available prior to the public hearing.

Although the IRS has not completed its final regulations on the substantial understate
ment penalty previsions, IRS Commissioner Roscoe L. Egger agreed to provide the
"general direction of our thinking” on issues to be covered in the regulations.
Speaking before the Tax Executives Institute on 3/13/85, Mr. Egger said the Bluebook explanations of tax legislation prepared by the Joint Committee on Taxation
would not be considered "substantial authority" for purposes of avoiding the penalty
on understatements of income. Tax code provisions imposing a 10 percent penalty on
understatements of income under t EFRA generally do not apply where "substantial
authority" supports the figure reported on the return, or where disclosure of exclu
sions likely to be contested by the IRS is made. Congressional floor statements
made during the debate of the Act will constitute "substantial authority", according
to Mr. Egger. Items subject to the penalty by virtue of carryovers from pre-TEFRA
reporting years will not be subject to the penalty. Mr. Egger noted that to conduct
a line by line examination of prior-year returns would be "unduly burdensome".
On the subject of reconciliation of taxable income and book income set forth in
Schedule M-l, the IRS is undecided on whether these should be considered adequate
disclosure of the position underlying reported figures. The issue will most likely
be settled in a revenue procedure, as will special rules for continuously audited
taxpayers.
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SPECIAL; ST GERMAIN REQUESTS "FULL AND COMPLETE ANALYSIS" OF PRIVATE INSURANCE FUNDS
Federal financial regulators have been asked to supply information on the adequacy
of state-authorized private insurance funds by House Banking Committee Chairman
Fernand St Germain (D-RI). In the 3/12/85 letter to the regulators, Mr. St Germain
said, "recent events have brought into serious question the adequacy and primary
purpose of state-authorized private insurance funds which insure state-chartered
depository institutions." According to Congressional sources, it appears Mr. St
Germain was referring to the collapse of Home State Savings Bank in Ohio, a private
insured thrift whose 3/9/85 failure has placed the Ohio Guaranty Fund in jeopardy.
Rep. St Germain continued, "There have been questions raised in the past about the
adequacy of capitalization and secondary reserves. These questions raise important
concerns about the long term effects on federally insured depository institutions
and their respective insurance funds. The time has come to analyze these funds and
ask ourselves if they are truly adequate or whether they function merely as a means
for the circumvention of federal regulations. I fear, in too many instances, the
latter may well prove to be the case."

For Additional information, please contact Gina Rosasco or Nick Nichols at 202/
872-8190.
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